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Dear Mr. Logan:

Enclosed for filing please find an original and four copies of the Public version
of Appalachian Power Company’s Application to increase its fuel factor
pursuant to § 56-249.6 of the Code of Virginia.

The Company is also filing today under separate cover an original and 15
copies under seal of the Confidential version of this Application.

Sincerel

J. Coates

Enclosures

cc:  William H. Chambliss, Esq. (Letter only)
C. Meade Browder, Jr., Esq.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

APPLICATION OF

To increase its fuel factor pursuant to Va. Code § 56-249.6

)
)
APPALACHIAN POWER COMPANY )  Case No. PUR-2022-00139
)
)
and to implement a rider pursuant to Va. Code § 56-236 )

APPLICATION AND REQUEST TO IMPLEMENT RIDER

Pursuant to Section 56-249.6 of the Code of Virginia and 20 VAC 5-204-80, Appalachian
Power Company (“Appalachian,” “APCo,” or the “Company”) files this Application with the
State Corporation Commission (“Commission”) for approval of a revision of its fuel factor.
Specifically, the Company proposes to increase the current fuel factor to 4.319 ¢/kWh effective
November 2, 2022 through October 31, 2023 (the “fuel year”), which is an annual net increase in
the revenue of approximately $279 million. To mitigate the impact of this request, the Company
proposes to recover its deferred fuel balance as of October 31, 2022 over two fuel years. Finally,
to ensure accuracy of the costs it recovers from its customers, the Company seeks the
Commission’s approval to implement a rider (“Rider DFCC”) at a zero rate, to be updated and
trued-up in the future, as an alternative to the recovery of the carrying costs on its deferred fuel
balance through base rates.

In support of the Application, the Company states as follows:

1. Appalachian is a Virginia public service corporation serving approximately
530,000 customers in Virginia with its main office in Charleston, West Virginia and offices at
Three James Center, 1051 East Cary Street, Suite 1100, Richmond, Virginia 23219. The
Company sells electricity to retail customers in southwestern Virginia and southern West

Virginia. Its Virginia jurisdictional retail rates and service are subject to regulation by the

N




Commission. The names and addresses of the Company’s legal counsel are listed at the foot of
this Application.

2.

SERQBLBBETC

The following witnesses offer testimony in support of this Application:

William K. Castle, Director of Regulatory Services-VA/TN for APCo. Mr. Castle
supports a proposed, increased fuel factor of 4.319 ¢/kWh to become effective
November 1, 2022. In support of this proposal, he provides the projected
estimated under-recovered fuel balance of approximately $361.4 million as of
October 31, 2022, the calculations for the new proposed fuel factor, and the
projected fuel balance using the proposed fuel factor as of October 31, 2023. Mr.
Castle provides the impact on customers of this request, and in an effort to
moderate that impact, he proposes recovery of the deferred fuel balance over two
years. Finally, Mr. Castle also discusses an alternative for the Commission’s
consideration with regard to the collection of carrying charges on unrecovered
deferred fuel balances given the expected size of those balances as of December
31, 2022.

Shelli A. Sloan, Director Financial Support and Special Projects (AEPSC). Ms.
Sloan supports the total company fuel forecast of APCo. Ms. Sloan also provides
the estimate of APCo’s total company Net Energy Requirement of 31,744.5 GWh,
and includable cost of $878.5 million, to Company witness Castle for use in
determining APCo’s proposed Virginia jurisdictional fuel factor for the period
November 1, 2022 — October 31, 2023 (“Forecast Period™).

Kimberly K. Chilcote, Coal Procurement Manager, Commercial Operations
(AEPSC). Ms. Chilcote provides APCo’s procurement strategy, provides an
overview of the coal market in which the Company procures coal, describes the
coal delivery forecast for the Forecast Period, and discusses APCo’s portfolio of
coal supply agreements.

Clinton M. Stutler, Natural Gas and Fuel Oil Manager (AEPSC). Mr. Stutler
provides an overview of the natural gas market in which Appalachian procures
gas; and discusses the Company’s natural gas procurement strategy, including the
Company’s natural gas supply and transportation agreements.

Ivanh D. Phung, Regulatory Case Manager (AEPSC). Mr. Phung explains the
Company’s participation in the PJM market and PJM’s role in determining which
generation units are dispatched. He also describes the energy market during the
period of July 2021 through June 2022 (“Review Period”), as well as the
Company'’s response to PJM market conditions.

Michael J. Zwick, Vice President of Generating Assets for APCo. Mr. Zwick
provides information about the Company’s fossil-fueled generating fleet for the
Review Period. He discusses Net Capacity Factor, Equivalent Availability




Factor, and the types of events that impact these generating units’ performance
data.

3. The Commission approved Appalachian’s current fuel factor of 2.300 ¢/kWh in
Case No. PUR-2021-00205, and it has been in effect since November 1, 2021.!

4. The testimony and exhibits demonstrate that a revision to the Company’s existing
fuel factor rate is necessary to provide the Company with the appropriate level of fuel cost
recovery pursuant to Va. Code § 56-249.6 over the period beginning November 1, 2022 through
October 31, 2023.

5. As Company witness Castle describes, the implementation of the proposed fuel
factor will produce an estimated annual net increase of approximately $279 million.

6. The proposed fuel factor of 4.319 ¢/kWh is comprised of two components: an
“in-period” component of 3.011 ¢/kWh, and a “prior-period” component of 1.308 ¢/kWh.

7. Mr. Castle explains that the in-period component is designed to recover the
Virginia jurisdictional fuel cost projected to be incurred during the Forecast Period.

8. The prior-period component of the fuel factor fuel factor is a true-up component
designed to recover the estimated $361,411,867 under-recovered deferred fuel balance as of
October 31, 2022. The size of this deferred balance is substantial due to the sharp increase in
commodity and market energy prices over the prior fuel year.

9. In order to mitigate some of the impact of the Company’s request in this
Application, the Company proposes to amortize and recover this balance over a two-year period,

or $180,705,934 each year, over two fuel periods, from November 1, 2022, through October 31,

! Order Establishing 2021-2022 Fuel Factor, Application of Appalachian Power Company To
increase its fuel factor pursuant to § 56-249.6 of the Code of Virginia, Case No. PUR-2021-00205, Doc.
Con. Cen. No. 220320114 (March 15, 2022).
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2024. As presented by Mr. Castle and proposed by the Company, this reduction of the prior
period factor for the upcoming fuel year, from 2.615 ¢/kWh, to 1.308 ¢/kWh, moderates the total
increase to a residential customer’s bill from 26% to 15.8%.

10.  The Company’s projections for fuel costs continue to reflect an offset to projected
fuel costs for 75% of the Company’s projected off-system sales margins for the fuel year
pursuant to Virginia Code § 56-249.6 D 1. In addition, the projections credit against fuel costs
100% of the financial transmission rights received through PJM auction revenue rights, and
100% of transmission line loss margins, rather than reflecting either of them in lower off-system
sales margin credits at 75%.

11.  The Company’s fuel projections also reflect recovery of the energy value of the
renewable purchase power agreements (“PPAs”) that were approved for recovery in the
Company’s most recent Virginia Clean Economy Act proceeding.? The projections also include
the “non-incremental costs” of certain wind PPAs, which were developed using the methodology
adopted by the Commission in Case No. PUE-2015-00034.3

12.  The effects of implementation of the proposed fuel factor on selected residential,
commercial and industrial customers’ typical monthly bills on and after November 1, 2022 are

supported by Mr. Castle. For example, the proposed fuel factor would result in a Virginia

2 Final Order, Petition of Appalachian Power Company for approval of its 2021 RPS Plan under
§56.585.5 of the Code of Virginia and related requests, Case No. PUR-2021-00206, Doc. Con. Cen. No.
220720045 (July 15, 2022).

} Final Order, Perition of Appalachian Power Company, for approval of a rate adjustment clause,
RPS-RAC, to recover the incremental costs of participation in the Virginia renewable energy portfolio
standard program pursuant to Va. Code §§ 56-585.1 A 5 d and 56-585.2 E, Case No. PUE-2015-00034,
2015 S.C.C. Ann. Rep. 317 (Nov. 16, 2015). Note that the Commonwealth’s voluntary Renewable
Portfolio Standard (“RPS™) was replaced by a mandatory RPS established by the Virginia Clean
Economy Act in 2020.
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residential customer of APCo who uses 1,000 kWh/month experiencing a $20.17, or 15.8%
increase in his monthly bill from $127.81 to $147.98.

13. Finally, the Company requests approval to implement Rider DFCC, which will
help ensure that the rates its customers pay are accurate. Traditionally, the Company includes its
deferred fuel balances as part of rate base in a base rate review, and, if rates are changed, an
estimate of that balance, including the associated carrying charges, is included in rates going
forward.

14. This is inherently difficult in general, and even more so due to the current
volatility of the commodity markets and the magnitude of the expected fuel deferral as of
December 31, 2022. As a result, base rates that are set in the Company’s upcoming base rate
case, to be filed in March 2023, could either under- or over-collect the true carrying charges of
the actual fuel deferral balances. In lieu of the current ratemaking construct, the Company
requests that the Commission approve Rider DFCC in this proceeding, and allow the Company
to implement it with a zero rate. The Company proposes to begin deferring carrying charges on
January 1, 2023, at the Company’s approved cost of capital and capital structure. At a later date,
the Company will return to the Commission for approval to begin to recover the actual carrying
costs that it has incurred and deferred, subject to future true-up, until all such costs have been
recovered. Rider DFCC will therefore be a mechanism to ensure that the Company’s customers
only pay the actual amount of the carrying costs. Mr. Castle explains this proposal in more detail
in his testimony.

15.  The Application and filing follow the applicable requirements contained in
20 VAC 5-204-10, 20 VAC 5-204-80, and 20 VAC 5-204-90. The Company has prepared an

appendix to its Application incorporating the relevant information required by 20 VAC 5-204-80
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and 20 VAC 5-204-90, including the actual information for each month for the most recent
historical 12-month period of July 2021 through June 2022 and projections for the periods July
2022 through October 2022 and the rate year November 2022 through October 2023.

16. Under Rule 20 VAC 5-204-80, this filing necessarily contains confidential and/or
proprietary information (“Confidential Information™). This Confidential Information is filed
under seal and will be made available to respondent parties upon execution of an appropriate
confidentiality agreement and entry of a protective ruling. Pursuant to Rate Case Rule 20 VAC
5-20-204-10 F and the Commission’s Rules of Practice and Procedure Rules 5 VAC 5-20-110
and 5 VAC 5-20-170, Appalachian is filing a Motion for Protective Ruling and accompanying
proposed Protective Ruling contemporaneously with this Application.

WHEREFORE the Company respectfully requests that the Commission issue an order
that (1) authorizes implementation of a revised fuel factor of 4.319 ¢/kWh effective for service
rendered November 1, 2022 through October 31, 2023; (2) authorizes the recovery of the
deferred tuel balance over two fuel years; (3) approves a rider for the future recovery of the
carrying charges on its deferred fuel balance; and (4) grants such other or further relief as may be
necessary or appropriate to effect the intent of this Application.

Respectfully submitted,

APPALACHIAN POWER COMPANY

September 15, 2022 By ¢ '(5 ; 9
[4

C7l|71§el
Noelle J. Coates (VSB #73578)
AMERICAN ELECTRIC POWER SERVICE CORPORATION
3 James Center
1051 E Cary St., Suite 1100
Richmond, Virginia 23219
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Tel: 804-698-5541
njcoates@aep.com

James R. Bacha (VSB #74536)

AMERICAN ELECTRIC POWER SERVICE CORPORATION
I Riverside Plaza

Columbus, Ohio 43215

Tel: 614-716-3410

Jjrbacha@aep.com

Counsel for Appalachian Power Company
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Glossary of Terms

2015 APCo RPS-RAC
Proceeding

Case No. PUE-2015-00034

2021 VCEA Proceeding

Case No. PUR-2021-00206

ADFIT

Accumulated Deferred Federal Income Tax

AEP American Electric Power

AEPSC American Electric Power Service Corporation
APCo or Company Appalachian Power Company

Bef Billion cubic feet

Btu British Thermal Units

CAPP Central Appalachian

Ceredo Ceredo Generating Plant

Code Code of Virginia

Commission or SCC The Virginia State Corporation Commission
Dresden Dresden Generating Plant

EAF Equivalent Availability Factor

EGTS Eastern Gas Transmission and Storage
ETNG East Tennessee Natural Gas

FT Firm Transportation agreement

FTR Financial Transmission Rights

GWh Gigawatt hours

ICE Intercontinental Exchange

ILB [llinois Basin

IT Interruptible Transportation agreement
KPCo Kentucky Power Company

kW Kilowatt

kWh Kilowatt-hour

LMS-MA Load Management Market Area Service Agreement
LNG Liquified Natural Gas

LSE Load Serving Entity

MDQ Maximum Daily Quantity

MMBtu Million British thermal units

MW Megawatt

MWh Megawatt-hour

NAPP Northern Appalachian

NCF Net Capacity Factor

NEC Net energy cost

NYMEX New York Mercantile Exchange

0SS Off System Sales

OVEC Ohio Valley Electric Corporation

PJM PJM Interconnection LLC

PPA Purchase Power Agreement

PRB Powder River Basin

PSO Public Service Company of Oklahoma
RFP Request for Proposals

RPS Renewable Energy Portfolio Standard
RTO Regional Transmission Organization
SO2 Sulfur Dioxide

Staff State Corporation Commission Staff
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SWEPCO Southwestern Electric Power Company
VCEA Virginia Clean Economy Act
WPCo Wheeling Power Company
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APCo Exhibit No.
Witness: WKC

DIRECT TESTIMONY OF
WILLIAM K. CASTLE
FOR APPALACHIAN POWER COMPANY
IN VIRGINIA S.C.C. CASE NO. PUR-2022-00139
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APCo Exhibit No.
Witness: WKC

SUMMARY OF DIRECT TESTIMONY OF
WILLIAM K. CASTLE

My direct testimony supports a proposed, increased fuel factor of 4.319¢/kWh to become
effective November 1, 2022. In support of this proposal, I provide the estimated under-recovered
fuel balance of approximately $361.4 million as of October 31, 2022, the calculations for the new
proposed fuel factor, and the projected fuel balance using the proposed fuel factor as of October

31,2023.

In an effort to moderate the impact to customers, I propose recovery of the deferred fuel
balance over two years.

I discuss an alternative for the Commission’s consideration with regard to the collection of
carrying charges on unrecovered deferred fuel balances given the expected size of those balances
as of December 31, 2022.

SEROTBALT
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APCo Exhibit No.
Witness: WKC

DIRECT TESTIMONY OF
WILLIAM K. CASTLE
FOR APPALACHIAN POWER COMPANY
IN VIRGINIA S.C.C. CASE NO. PUR-2022-00139
PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.
My name is William K. Castle. [ am the Director of Regulatory Services-VA/TN for
APCo, and my business address is 1051 East Cary St., Suite 1100, Richmond, Virginia
23219.
PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND BUSINESS
EXPERIENCE.
I earned a Bachelor of Science degree in Mechanical Engineering from Tulane University
in 1988, and a Masters of Business Administration degree from the University of Texas —
Austin in 1998. [ hold the Chartered Financial Analyst (CFA) designation. I was an
officer in the U.S. Navy from 1988-1996. I have worked in the utility industry since 1998,
beginning with the Columbia Energy Group, Herndon, Virginia, where [ held positions in
financial planning and corporate finance. Subsequent to the acquisition of Columbia
Energy Group by Merrillville, Indiana-based NiSource in 2000, I performed financial
planning and analysis functions. In 2004 [ was employed by AEPSC in the Corporate
Planning and Budgeting Department, including Resource Planning. In 2014, I accepted
my current position.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?
Yes. 1regularly provide testimony on behalf of APCo before the State Corporation
Commission, and previously testified before regulatory commissions in Ohio, Oklahoma,

Indiana, West Virginia, Arkansas, and Tennessee.
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APCo Exhibit No.
Witness: WKC
Page 2 of 9

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to support the Company’s proposed fuel factor to be
effective November 1, 2022. In that regard, I am sponsoring the following exhibits:

e APCo Exhibit No. ___ (WKC) Schedule 1 - APCo’s actual total company fuel
cost by month for the period July 2021 through June 2022 and the booking
estimate of total company fuel cost for the month of July 2022;

e APCo Exhibit No.  (WKC) Schedule 2 - APCo’s Virginia jurisdictional fuel
cost recovery position projected as of October 31, 2022;

e APCo Exhibit No.  (WKC) Schedule 3 - Development of the Virginia
jurisdictional fuel factor to be effective November 1, 2022;

e APCo Exhibit No.  (WKC) Schedule 4 - The projected Virginia jurisdictional
fuel cost recovery position as of October 31, 2023, assuming implementation of
the proposed fuel factor for service rendered beginning November 1, 2022;

e APCo Exhibit No. __ (WKC) Schedule S - Revision of Virginia SCC Tariff No.
26 Schedule F.F.R. (Fuel Factor Rider) to incorporate the Company’s proposed
fuel factor effective November |, 2022;

o APCo Exhibit No. __ (WKC) Schedule 6 - Schedules summarizing the estimated
total revenue change associated with the proposed fuel factor change broken down
into in-period and true-up components; and

e APCo Exhibit No. _ (WKC) Schedule 7 - A sample billing analysis indicating
the effects of the change in the proposed fuel factor on typical customers’ monthly
bills.

WHAT IS THE COMPANY PROPOSING IN THIS PROCEEDING?

The Company is proposing that its current fuel factor of 2.300¢/kWh, which was placed in
effect November 1, 2021, be increased to 4.319¢/kWh as shown in APCo Exhibit No.
(WKC) Schedule 3. The Company requests that its proposed fuel factor, which mitigates
the increase by spreading the unrecovered deferred fuel balance over an initial two-year
period, become effective November 1, 2022. In addition, I propose deferring carrying

charges on unrecovered fuel balances, for collection through a future rider, as an
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Witness: WKC
Page 3 of 9

alternative to recovery through base rates.

SEEOTBEBT T

ACTUAL FUEL COST

HAVE YOU DEVELOPED A SCHEDULE THAT PRESENTS THE ACTUAL
MONTHLY FUEL COST FOR THE PERIOD JULY 2021 THROUGH JUNE 2022?
Yes. APCo Exhibit No. _ (WKC) Schedule 1 displays the actual total Company fuel
cost by month for the period July 2021 through June 2022 and for July 2022 based on the
Company’s booking estimate.

WHY DOES THE ACTUAL FUEL COST DATA PRESENTATION START WITH
THE JULY 2021 VALUES?

In the Company’s most recent fuel filing the most current actual fuel cost data presented
by the Company was for June 2021. In this proceeding, the actual fuel cost data
presentation begins with July 2021 in order to provide an uninterrupted series of actual
cost data.

PROJECTED FUEL COST RECOVERY POSITION AS OF OCT. 31, 2022, AND

TWO YEAR DEFERRED FUEL BALANCE RECOVERY

WHAT IS THE COMPANY’S VIRGINIA JURISDICTIONAL FUEL COST
RECOVERY POSITION EXPECTED TO BE AS OF OCTOBER 31, 2022?

APCo Exhibit No. __ (WKC) Schedule 2 summarizes the Company’s cumulative Virginia
jurisdictional fuel cost recovery position, beginning with the June 30, 2021 actual
cumulative fuel cost recovery balance; continuing on a monthly basis with actual values
from July 2021 through June 2022 and the booking estimate for July 2022; and from

August 2022 through October 2022 on a projected basis (using projected monthly fuel
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APCo Exhibit No.
Witness: WKC
Page 4 of 9
cost and energy sales data sponsored by Company witness Sloan in this proceeding). As
can be observed from APCo Exhibit No. __ (WKC) Schedule 2, APCo is expected to
have a Virginia jurisdictional cumulative fuel cost under-recovery of approximately
$361.4 million as of October 31, 2022, which the Company is proposing to recover over a
two-year period.
WHY [S THE COMPANY PROPOSING TO RECOVER THE ACCUMULATED
FUEL DEFERRAL BALANCE OVER TWO YEARS?
The cumulative Virginia jurisdictional fuel cost recovery position calculated in this
proceeding is significant, reflecting the increase in commodity and market energy prices
over the prior fuel year. The Company is proposing to recover the accumulated deferred
fuel balance over two years in order to moderate the impact to customers of the large
increase to the fuel factor over the upcoming period.

If approved, the Company will amortize the October 31, 2022 projected fuel
deferral balance of $361.4 million over two fuel periods, from November 1, 2022, through
October 31, 2024 (24 months). This would result in a reduction to the prior period factor
for the upcoming fuel year, from 2.615¢/kWh, to 1.308¢/kWh, reducing the total impact

to a residential customer’s bill from 26% to 15.8%.

PROPOSED FUEL FACTOR

WHAT IS THE COMPANY’S REQUEST REGARDING THE LEVEL OF THE
FUEL FACTOR AND THE EFFECTIVE DATE OF CHANGE IN THE CURRENT
FACTOR?

As previously stated, the Company is presenting evidence that supports a fuel factor of

SEBACEBOHTT
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APCo Exhibit No.
Witness: WKC
Page 5 of 9
4.319¢/kWh, comprised of an in-period component of 3.011¢/kWh and a prior-period
component of 1.308¢/kWh, and requests that the Commission approve this proposed
factor to become effective for service rendered on and after November 1, 2022.
PLEASE BRIEFLY DESCRIBE HOW THE IN-PERIOD COMPONENT
PROPOSED FUEL FACTOR WAS DEVELOPED.
APCo Exhibit No. __ (WKC) Schedule 3 demonstrates the development of the two
components constituting the proposed fuel factor.
The first, or in-period, component (APCo Exhibit No. _ (WKC) Schedule 3, Line
3) of the proposed fuel factor is designed to recover the Virginia jurisdictional fuel cost
projected to be experienced during the period November 1, 2022 through October 31,
2023. To obtain the in-period component, the projected fuel cost allocated to the Virginia
jurisdiction (APCo Exhibit No. __ (WKC) Schedule 3, Line 1) of $416,140,161, which
includes the non-incremental costs associated with APCo’s Beech Ridge and Grand Ridge
wind contracts as approved in the 2015 APCo RPS-RAC Proceeding, and the energy
components of the Company’s other wind and solar resources, whether owned or
contracted, as defined and approved in the 2021 VCEA Proceeding, a credit for 75% of
projected OSS margins, PJM LSE transmission losses, PJM congestion charges, 100% of
incremental transmission line loss margins, and FTR revenues, was divided by the
projected Virginia jurisdictional energy sales for the 12 month period of 13,819,411,000
kWh (APCo Exhibit No. __ (WKC) Schedule 3, Line 2). The resulting in-period fuel cost
recovery component is 3.011¢/kWh.

PLEASE BRIEFLY DESCRIBE HOW THE PRIOR-PERIOD COMPONENT

SEQOLBRTE
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Page 6 of 9
PROPOSED FUEL FACTOR WAS DEVELOPED.
The second component (APCo Exhibit No. __ (WKC) Schedule 3, Line 7) of the
proposed fuel factor is a true-up component designed to recover the estimated
$361,411,867 under-recovered deferred fuel balance as of October 31, 2022 over a two-
year period (APCo Exhibit No. __ (WKC) Schedule 2), or $180,705,934 each year. This
amount was divided by the projected Virginia jurisdictional energy sales for the period
November 1, 2022 - October 31, 2023 to obtain the prior period under-recovery
component of 1.308¢/kWh.
The combination of these two components (APCo Exhibit No. __ (WKC)

Schedule 3, Line 8) produces the proposed fuel factor of 4.319¢/kWh.

PROJECTED FUEL COST RECOVERY POSITION AS OF OCTOBER 31, 2023

HAVE YOU PREPARED A SCHEDULE SUMMARIZING THE PROJECTED
FUEL COST RECOVERY POSITION AS OF OCTOBER 31, 2023?

Yes, APCo Exhibit No. __ (WKC) Schedule 4 summarizes the projected Virginia
jurisdictional fuel cost recovery position on a monthly and cumulative basis through
October 31, 2023, based upon projected fuel cost and energy sales data sponsored by
Company witness Sloan in this proceeding, and using the proposed fuel factor of
4.319¢/kWh developed in APCo Exhibit No. __ (WKC) Schedule 3. APCo Exhibit No.
___(WKC) Schedule 4 shows that the use of this proposed factor is expected to result in a
projected fuel cost under-recovery position of $180,691,664 as of October 31, 2023.

REVISED TARIFF

PLEASE DESCRIBE HOW THE PROPOSED FUEL FACTOR WOULD BE

SECRCEOET
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Witness: WKC
Page 7 of 9
INCORPORATED IN THE COMPANY'’S TARIFF.
The proposed fuel factor would be shown on tariff Sheet No. 52 entitled “Rider F.F.R.”
APCo Exhibit No. __ (WKC) Schedule 5 illustrates how the proposed fuel factor would
be incorporated in the tariff schedule in the Company’s Virginia SCC Tariff No. 26, to be

effective with service rendered on and after November 1, 2022.

REVENUE AND BILL IMPACTS

WHAT IS THE NET REVENUE IMPACT OF IMPLEMENTING THE
COMPANY’S PROPOSED FUEL FACTOR?

APCo Exhibit No. __ (WKC) Schedule 6 shows the components of the Virginia
jurisdictional 12-month net revenue impact using the Company’s proposed fuel factor,
which produces an estimated annual revenue net increase of $279,013,908.

WHAT IS THE IMPACT OF IMPLEMENTATION OF THE PROPOSED FUEL
FACTOR ON THE MONTHLY BILLS OF THE COMPANY’S VIRGINIA
RETAIL CUSTOMERS?

APCo Exhibit No. __ (WKC) Schedule 7 shows the effects of implementation of the
proposed fuel factor on selected residential, commercial and industrial customers’ typical
monthly bills on and after November 1, 2022. For example, billing under the proposed
fuel factor, as contained in APCo Exhibit No. __ (WKC) Schedule 5, would result in a
Virginia residential customer of APCo who uses 1,000 kWh/month experiencing a
$20.17, or 15.8% increase in his monthly bill from $127.81 to $147.98.

RECOVERY OF CARRYING CHARGES ON DEFERRED FUEL BALANCES

PLEASE DESCRIBE THE COMPANY’S PROPOSAL TO DEFER CARRYING

SEDRTGBTLE
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Page 8 of 9
CHARGES ON UNRECOVERED FUEL BALANCES.
The Company expects to have an uncollected Virginia jurisdictional fuel balance of $338
million at the end of 2022. Currently, the deferred fuel balance, net of Accumulated
Deferred Federal Income Tax (ADFIT), is included in rate base in triennial proceedings.
There is inherent inaccuracy in attempting to gauge the actual level of uncollected fuel
balances that will be representative of the entire next Triennial Period under this method,
which could lead to setting base rates that ultimately either under or over collect the true
carrying charges of the actual fuel deferral balances net of ADFIT. This is especially true
considering the magnitude of the expected fuel deferral as of December 31, 2022. In lieu
of the traditional ratemaking construct, the Company proposes to begin deferring carrying
charges January 1, 2023, at the Company’s approved cost of capital and capital structure,
for collection through a rider (Rider DFCC), subject to true-up.
HOW WOULD THIS PROPOSED RIDER DFCC IMPACT THE UPCOMING
TRIENNIAL FILING IN MARCH 2023?
If approved, the Company would, as is standard practice, include deferred fuel balances
net of ADFIT in rate base for the earnings test and going forward revenue requirement in
its base case filing, to be made by the end of March 2023, as a Commission decision on
the Company’s proposal in this case is not due until approximately the same time. If the
Commission approves the Company’s request to implement Rider DFCC in this
proceeding, the deferred fuel balance net of ADFIT would then be removed from the

going forward rate base and revenue requirement during the course of the triennial

proceeding. The Company will provide in its 2023 triennial filing the base rate revenue




10

11

13

14

APCo Exhibit No.
Witness: WKC
Page 9 of 9
requirement impact if the Commission were to approve the Company’s request.
HOW WOULD THE COMPANY PROPOSAL IMPACT THE 2023-2025
EARNINGS TEST?
If the Commission approves the Company’s proposal, the Company would not include
deferred fuel balance net of ADFIT in the earnings test for 2023, 2024 and 2025.
WHEN THE DOES THE COMPANY PROPOSE TO IMPLEMENT THE RIDER?
If the Commission approves Rider DFCC in this proceeding, the Company proposes to
implement it with a zero rate, and will provide the Commission with an estimate of fuel
balances through the end of calendar year 2023, beginning with an actual 2022 year-end
balance. Thereafter, the Company will seek the Commission’s permission to implement
rates through the Rider as soon as practical. Rider DFCC would be subject to true-up,
reflecting actual balances on an annual basis until such time that it is no longer necessary.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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